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Executive Summary

What is the objective of the eastern Washington short-line
railroad study?

To analyze the economic viability of the 372-mile grain hauling
eastern Washington rail system known as the Palouse River and
Coulee City Railroad (PCC). (See Figure 1 for map of PCC'’s eastern
Washington grain lines.) In 2000 these lines generated

10,700 carloads of traffic.

To value the public benefits of preserving the PCC system.

What are WSDOT'’s conclusions and recommendations?

The Washington State Department of Transportation’s (WSDOT)
conclusions and recommendations are:

In private ownership the 372-mile PCC rail system is not self-
sustaining and is highly susceptible to abandonment.

The lower cost of rail bulk transport alows the PCC to save eastern
Washington shippers $2.17 million per year in reduced freight charges.

Preserving thisrail system keeps more than 29,000 heavy truckloads
per year off state and county roadways. Looking over a number of
years, the PCC creates an annualized net public benefit of

$4.16 million per year in avoided highway truck damage.

Additional data received since the study shows that the immediate loss
of wages and benefitsin affected rail-dependent industries has an
annual cost of $6.4 million. In addition, potential job losses plus
planned jobs that would not be realized could cost another

$11.1 million per year in lost wages and benefits.

Local rural economic development efforts to keep existing firms or
lure prospective businesses to rural eastern Washington also benefit
from continued rail access.

The PCC system has an acquisition value (net liquidation/scrap value
less outstanding public debt) of approximately $7.45 million. This
contrasts against annual public benefits ranging from $12.9 to

$23.9 million per year. Conseguently, the benefits from purchasing
and preserving the system will repay the public in the first year with
additional benefits every year thereafter.
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e  WSDOT supports placing this rail system in public ownership to
realize these benefits to the communities, businesses, and shippers in
Whitman, Grant, Lincoln, Walla Walla, Columbia, and Spokane
Counties. A consortium of port districts and county governments

ultimately should be responsible to manage and preserve the PCC at
the local level.
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What is the background of the Palouse River and Coulee City
Railroad?

In the summer of 2001, the PCC advised WSDOT that significant sections
of its 372-mile eastern Washington rail system would have to be
abandoned in the next five years. The PCC’ s reason was that these rail
lines do not and cannot generate enough freight revenues to cover both the
costs of rail system ownership and ongoing track maintenance.

Ownership costs include PCC’ s loan payments for the purchase of the
branch lines from the Burlington Northern and Santa Fe Railway (BNSF)
and Union Pacific Railroad (UP). Maintenance costs include the track
rehabilitation expenses needed to cover the decades of deferred track
maintenance before their sale. In addition, many of the lines must soon be
upgraded to handle the newer and heavier 286,000-pound freight cars that
the rail industry is moving towards. More state rail assistance loans would
be of no help, because the increased debt burden on the railroad would
lead to financial distress.

However, the PCC does believe that enough freight revenue is generated
from current rail businessto cover the operating expenses of the rail
system which includes. normalized track and bridge maintenance,
transportation (primarily locomotives and train crew labor), equipment
maintenance, and general administrative costs.

The primary purpose of this report isto provide an independent analysis
on the viability of the PCC rail system. Thisevaluation is not predicated
upon information provided by the railroad or groups with potential
conflicts of interest. The PCC systemisanalyzed asif it werea
hypothetical stand-alone short-line railroad operation providing common
carrier rail freight service to branch-line shippers. Independent estimates
of track net liquidation values and normalized maintenance costs are
derived from detailed field data, track charts, and engineering models.

A second purpose is to provide afirm estimate of how much additional
heavy truck roadway damage will result if cargo currently moving over
the PCC rail system is diverted to state highways. Thiswould be
important to determining the best course of action if WSDOT determined
through independent analysis that the PCC system is likely to be
abandoned.
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Since the eastern Washington short-line railroad study was completed in
early fall 2002, WSDOT has undertaken additional analyses and
consultations with local ports, county commissions, civic leaders,
shippers, and shipper associations. Some of the information reported in
this summary reflects that more recent data, especially on wages and
benefits that may be lost if the PCC is abandoned.

What are WSDOT’s findings?

Is the PCC system viable?

Study results indicate that the PCC needs to generate $4.4 million per year
to operate trains, perform normalized track and bridge maintenance, and
cover general and administrative expenses. They accomplish this
currently through the collection of $4.15 million in annual freight
revenues and $0.26 million in annual property lease revenues.

However, there are two significant non-operating costs that the PCC
system is unable to cover from existing revenues. One is the debt burden
owed by the railroad and the other is the rehabilitation expense of deferred
track maintenance from the previous owners (BNSF and UP), along with
related 286,000-pound freight car track and bridge upgrades.

The cost of property ownership of the 321-mile1l PCC is estimated at
$1,005,000 per year. This ownership cost does not include any rail line
maintenance costs. The annual ownership cost is determined by what the
owner of therail system could net if the property were sold at market
value and the proceeds from the sale generated 10.2 percent in interest per
year. The 10.2 percent interest isthe 2001 American rail industry cost of
debt and equity capital according to the United States Department of
Transportation. These additional million dollars per year for the cost of
ownership of the PCC system trackage is an expense that cannot be
covered from existing revenues.

Obvioudly, if the PCC rail system were in public ownership, the one
million dollar private ownership financia burden would be eliminated,
significantly improving the probability of the railroad’ s long-term
survival.

1 While the PCC operates 372 miles of rail linesin Washington State, the PCC only owns
321 miles of track. Thisaccounts for the differencein track miles between track miles
owned and miles of track to operate and maintain. The remaining 51 miles are owned by
other entities such as the Port of Columbia, which owns the 39-mile WallaWallato
Dayton branch. However, the PCC till has the responsibility to operate trains and
maintain the track and bridges on the Walla Walla to Dayton branch.
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Does the PCC need to catch-up on deferred maintenance?

The other long-term dilemma that faces the PCC system is up to

$40 million in track and bridge upgrades required to create a completely
renewed and upgraded infrastructure. Thisis necessitated by years of
deferred track maintenance at the hands of the previousrail line owners
and also to upgrade the line' s capacity to handle the industry’s current
standard of 286,000-pound railcars. With today’s newer and heavier
freight cars operating over ancient lightweight rail, there are increasing
numbers of low-speed train derailments. The threat of nuisance
derailments forces trains to move at restricted speeds, which causes train
crew labor expenses to skyrocket, which leadsto the rail line becoming
too labor intensive and ultimately too costly to operate.

Not every PCC line needs the full 286,000-pound upgrade, but thereisa
need for considerable infrastructure investment. Assuming the worst case
of $40 million spread over 12 years, the PCC would require annual capital
expenditures of approximately $3.33 million per year, which threatens the
long-term viability of the PCC system. While the revenues generated
from freight and property leases can cover normal railroad operating
expenses, the railroad needs help catching up on the capital expenditures.

Upgrading track from 10 mph to 25 mph train speeds could significantly
reduce train crew labor costs and locomotive expenses. If the majority of
theserail lines could be operated at 25 mph, train crew labor cost savings
would provide additional funds that could be reinvested into badly needed
track and bridge rehabilitation work.

What savings from avoided highway damage is there for the state of
Washington?

If the PCC rail system were lost to abandonment, more than 29,000 heavy
truckloads per year would be added to state roadways. It is estimated that
the damage to these roads will total $4.76 million per year. However,
these trucks would pay an additional $598,000 in government roadway
user fees. Consequently, the annualized value of the net additional
roadway damage expense to the state is $4.16 million per year.

What are the potential economic impacts?

Increased shipping charges

If the PCC system were lost to abandonment, the lower cost aternative of
rail shipment would no longer be available. Asaresult, the cost of
shipping products (primarily Washington State grain) produced in this
region to market would increase by an estimated $2.17 million per year.
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Thereis aso the possibility that water and motor carriers freed of lower
cost rail competition would raise rates even more. And whileit is difficult
to estimate a monetary impact, the higher transportation charges will make
it more difficult for Washington products to compete on world markets.

Job and wage losses

Since the eastern Washington short-line railroad study was completed, a
review of potential job and wage impacts has been completed based on
information provided by port districts, county commissions, and local
economic development agencies. They are listed below, calculated on a
conservative basis of wages of $10 per hour and 25 percent benefits over a
2,000-hour work year, unless otherwise noted.

Immediate job losses if the PCC is abandoned

It should be noted that many of these losses might occur well before actual
abandonment once the industry in question believesit will occur and
begins seeking other business locations, if possible.

e Seneca Green Giant cannery at Dayton, Columbia Co.:
o 60 full timejobs =60 x 2,000 x 10 x 125% = $1.5 million
o 1,100 part timejobs = 1,100 x 200 hrs x $6.90 =
$1.5 million
e Feed mill at Reardan, Lincoln Co.:
o100 full timejobs =100 x 2,000 x 10 x 125% =
$2.5 million
e PCCrailroad workersin all served counties:
o 35full timejobs=35x 2,000 x 10 x 125% = $0.9 million

Total annual lost wages and benefits are estimated at $6.4 million

Potential job losses if the PCC does not continue operations

e Metal fabrication plant at Airway Heights Industrial Park, Spokane
Co.:
o 250 full time jobs =250 x 2,000 x 10 x 125% = $6.25 million
e Plant expansions at Airway Heights:
o 150 full timejobs =150 x 2,000 x 10 x 125% = $3.75 million
e New feed mill at Creston, Lincoln Co. (which would be the town’s
largest employer):
o 45full timejobs=45x 2,000 x 10 x 125% = $1.1 million

Total potential annual lost wages and benefits are estimated at
$11.1 million.
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Damage to future economic development prospects

The PCC isthe main or only local rail service to the counties of Whitman,
WallaWalla, Columbia, Lincoln, Spokane, and Grant. Its demise could
severely hinder future rural economic development efforts to lure potential
plants and industries to this area of high unemployment. Many large
employers are rail dependent because they must transport bulky or
hazardous (restricted) commodities. The lack of rail service will prevent
many rural towns from trying to site such job producers nearby.

What would be the public cost of buying the PCC?

The study reports that the railroad’ s value isin its net liquidation value.
That is, if the railroad were scrapped and all scrap and real estate sold,
what would be the amount realized? This so-called net liquidation value
(NLV) isreported as $9.8 million in the eastern Washington short-line
railroad study. However, since the study was published, the Union Pacific
Railroad has clarified that it still owns a portion of the mileage operated
by the PCC and that the PCC pays an annual fee for use of the track.
Therefore, the net liquidation value has been recal culated as $8.85 million.
This includes short segments of track in Idaho and Oregon that generate
considerable revenues for the PCC and must therefore be included in any
Washington purchase of the line.

The PCC has an outstanding balance of $1.4 million on a Washington
State Department of Transportation freight rail assistance loan. Assuming
apublic purchase of the line to placeit in public ownership, the net
payment to the owners of the PCC (WATCO of Pittsburg, KS) would then
be $7.45 million ($8.85 million less $1.4 million).

Does the price WATCO paid for the PCC enter into the calculation?

No. If WATCO were able to persuade the federal Surface Transportation
Board that the lineis no longer viable due to declining physical condition
and thus be granted the right to abandon it, they could in fact realize the
net liquidation value. The only way to avoid the granting of the
abandonment would be for some other entity to purchase the line at the net
liquidation value.
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Would public efforts to preserve the PCC benefit Washington State?

Clearly, yes. Annual public benefits would range from atotal of
$12.9 million up to $23.9 million if all potential new jobs could be
realized. Even the lower figure is more than 50 percent above the
$7.45 million it would take to put the PCC into public ownership and
prevent its abandonment.

Reduced freight transportation costs $2.17 million/yr.
Annualized value of net avoided highway damage $4.16 million/yr.
costs

Wages and benefits from direct job losses $ 6.4 million/yr.
Total Annual Public Benefits $12.8 million/yr.

Incl. direct losses of wages and benefits

Wages and benefits from potential job losses $11.1 million/yr.
Total Annual Public Benefits $23.9 million/yr.
Incl. direct and potential losses of wages and benefits
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Dictionary of acronyms used in the main report

AASHTO American Association of State Highway and
Transportation Officials

AC Asphalt concrete

ACP Asphalt-concrete pavement

BLMR Blue Mountain Railroad

BST Bituminous surface treatment

ESAL Equivalent single axle load

FHWA Federal Highway Administration

HERS Highway Economic Requirements System

NAPCOM Nationa Pavement Cost Model

PCC Palouse River and Coulee City Railroad
PSC Pavement Structural Condition (scaled from 0 to 100)
PSR Present Serviceability Rating (scaled from O to 5)

WSDOT  Washington State Department of Transportation

WSPMS  Washington State Pavement Management System
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